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During the period lay 1 to :iay 5# W59 « German economic mission 
heeded by German Minister of Economies, Dr* Ludwig EPHAfD, visited 
Tehran* At the conclusion of this vl^lt s seven-point protocol ws 
signed by both parties viMch reflected renerrl aress of agreement which 
hed been reached with rerard to German economic activity In Iran 0 It 
Is clear from information subsecuiently mode available to the Embassy 
ho wever * thr.t the protocol, whlcl was only 'rade public In paraphrase, 
failed to cover completely all Issues discussed between the two parties* 
While the protocol noted the wllllnone^s of the German Gover nm ent to 
guarantee private German credit to Iran for a steal mill. It fa! lad to 
note Dr* Erherd 9 s expressed Interest In lran v s plans for a petrol etsn 
pipeline from Abadan to <hor teas (on the channel to Bandar ’hahvr) 
or Germcr* willingness to extend financial aid to Iran for a low-coat 
hoaslnc project* A combination of relevant factors, which are noted 
In the body of this despatch, has also led the Embassy to spoculate 
Usit Dr, Erhard's mission may ora sage German Intentions to enter the 
Wddle East oil picture, in Iran* 
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Dr* Erhard arrived at Tehran, on fey 1 arc on Denied by two deputies 
of the Bundestag, two ranking officials of the Ministry of foreign 
Affaire and two senior officers of the Mnistr*' of Economics* On the 
following day Dr* Erhard had lunch with ’he Shah* The following Issues 
wars discussed at this luncheon? 



1* The Shah expressed the her* that Germany would give Iran 
financial assistance for the construction of a steel mill* 



2* The Shah emphasized Iran’s great need for low-cost housing 
and asked for German financial assistance to provide such housing* 



3* Dr* Erhard expressed great Interest In Iran’s plana for a 
petroleum pipeline from Abadan to Khor Musa and said that ha hoped 
I Ger m an y would get the contract for Ita construction* 

^-JC^lklos/ac gvTiiyiTi, u 




owl ass If TTV'and pr j 1 1 j ' m \** H 

central i h t p i *p*y« *« ^fcln£»A *•*'»» *%• r.' « 

1°M LS METHOD ABEflC Y ^ 

c « lUiSOlSCLOS Hfilf FOR COORDINATION 







?■ • >t- 





COfTlPETTIAL Pare 2 of Desr>. 831* 
fron Tehran 

Apparent ly neither the Shah or Dr. Erhard was prepared to settle 
these 1 ssttes on the spot and. in fact. nr. Erhard was eonpletely 
anpr spared, because of deficient Geman Embassy brief I no, to respond 
to the Shah's housing request. Nevertheless genera! agreement waa 
reac h e d that these Issues could be settled, probobly on a quid pro 
quo basis. 



Detailed negotiations of Issues raised at the Shah's luncheon 
as well as other matters of mutual Interest were carried out from 
!%jr 2 to %v it between the Gorton mission and an Iranian team headed 
bv Oeraanopbile Jafar SHAP 1F-CTA"’! , ’llnlster of Industries and ’lines. 
The Iranian team also Included. Mini star of Finance All Asqar NASEP 
and Deputy Prime Minister for Economic Affairs All MA”snP. 



As the result of the discussions carried out between the German 
mission and the Iranian team a seven -point economic protocol use 
signed by both parties. This protocol has not boon made available to 
the Embassy but a composite of the paraphrased version released to 
the press which appeared In Persian, French and English has been 
prepared and la enclosed. Several points of agreement reached between 
the two parties are not Included In this protocol and the wording of 
some of the Items which are Included la somewhat misleading. Sketched 
below la the Embassy's understanding of the meaning of the protocol, 
na wall as points of agreement which are not Included In the protocol, 
os obtained from German and Iranian officials. 



1, The Iranians Initially requested German financial assistance 
to build u steel mill, which would proceed through three stages of 
construction with the final stage bringing plant capacity to 260 
thousa nd tens of raw steel per year. On the face of It a project 
of this alee would cost approximately 8 00 million I Ft. After consider- 
able discussion both sides esme to the conclusion that a project of 
this else was m uch too grandiose for Iran's needs or resources and 
that it would bs wiser to start from the processing end with s 
rolling nlll. The Germans than agreed to provide German Government 
guarantee of private German credit for 360 million DM for a 260 
thousand ton (rated capacity) rolling mill. This agreement Is 
reflectsd In the protocol although neither the specific purpose, l.a. 
rolling mill, nor the sum Is mentioned. 

Bmbassy Comments 



The Embassy's despatch 697 of March 30, 1959 rovlswsd develop- 
ments affecting Iran's steel mill project up to that tine. Repre- 
sentatives of Demag-Krunp had then Just concluded another round of 



CONFIDENT! 





****#:■ 



oorffinertTiAL 



Pare 3 of Cesp. 834 
from Tehran 



negotiations with Iranian Government and Plan Organisation off le tala 
and had left Iran after promising that nenag-Krupp would be willing 
to support the project by eontrlbutlnr 20 per cent of the eaulty 
capital on a participation basis. This promise* however* was on the 
condition that Demar-Krupp would be able to obtain German G ov ern ment 
guarantee of Ita contribution. Oerman equity participation had long 
bean a point Iran had Insisted on before It would sign a contract 
with Omaag-Krupp for tho construction of tho steel mill. Shifting 
financial conditions of the Plan Organisation* however* threatened to 
stake the German concession a hollow victory as It became clear that 
Iranian funds were not availably without diversion from other project* 
to sake a final commitment on the project. Grave doubts were also 
raised by the Economic Bureau of the Plan Organisation as to the 
economic feasibility of moving ahead without further Investigation 
of lran'a total financial and mineral resources. 

Dejiug o-Krup p officials returned to Tehran* ct the same tine Dr. 
Erhard arrived* for further talks with the P.o. It Is not yet ciesr 
whether the Oerman Government offer to guarantee credit will also 
cover Pemag- Kra pp equity participation. 

2. With regard to Iran's request for financial aid for a low- 
cost housing project the Germans noted that Iran has a credit of 
some 7 million OH which arose out of an old Reichsmark clearing 
agreement. It had previously been agreed between the two countries 
that this credit would be used for German technical assistance. The 
Germans said* however* that Iran's wish to use 5.8 million tri of 
this credit for Its houalno program could form the base for further 
discussion. 

Embassy Comments 

The shortage of adequate low-cost housing Is one of the Shah*s 
pet concerns and he often mentions It to foreign visitors* especially 
If they * re patent's! sources of financial assistance. Embassy 
despatch 747 of April 20* 1959 discusses developments In this field 
which Include the formation of a National Housing Authority and Its 
plans for the erection of 2000-unlt block apartment houses In Tehran. 
USON has already been approached for financial assistance for this 
project. 



J. It was agreed that the German Government would furnish* at 
Its expense* German geologists to continue the mineral survey work 
they had started In the Kerman area. An Iranian request for 
•••lstance to study mtneral exploitations possibilities* Including, 
the cons.. -♦Ion of a railroad or first class road from the area to 
the port of 8endar Abbas* was put off with the explanation that the 
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res ou r ce a survey would hrve to be completed first. 

Babe say Comment t 

Over a year (go several r «nan reolorista were sent to Iran* 
at German Government expense , to conduct a survey of mineral resources 
In the Kerman area. This group wes under the dlrectl-n of the 
Ministry of Industries and 'lines. After the team was In t he f ield 
for some time the then Director of the Plan Organisation EBTEMAJ 
signed a contract with the u.s. Hbasco-Axien group to carry oat an 
economic development program in the Kerman area, which Included e 
sur v ey of the area's mineral resources. This contract, vdtlch In 
effect called for a duplication of effort, caused the Germans to 
retire. Following EbtehaJ's downfall in February the Ministry of 
Industries end Mines asked the Germans to return. Ebaeeo hat* In 
the neantlne, ceased Its work at the reguest of the F,0, 

U» A Ministry of Customs and 'lonopolles request for boats for Ita 
antl -ona ppllnr mission In the Persian Gulf was net by German agree* 
meet that. If further studies Justified additional eouipment, the 
Getran Government would be willing to guarantee private German 
credit for up to $ million DM for the purchase of 100 motor boats 
end 20 tug boots. 

Embassy Comment t 

The Ministry of Customs and ‘lonepolloa has bean c onc erned for 
some tins over Its Inability to cope with smuggling activities In 
the Persian Gulf. This problem has been the subject of unofficial 
discussions between the Ministry and 'J.s. Treasury and tJSOM officials. 
In March 1959 Admiral COWT of the >JSCR visited iron and made a 
sur ve y of the situation In the Abaden-Khorramshehr area, but the 
result of his visit Is not yet known to the Embassy. It Is probable, 
however, that the Ministry believes additional motor boats (ft now 
has 9 Italian boats) are needed for its antl*smugpllnr mission end 
raised the matter with the r enan mission. 

5. The German Government agreed to give Iren 1 million DM for 
the creation of a professional (technical) school. It also agreed 
to train experts for Iran's Institute of Geology, 

6, G erman y agreed to send, at Its expense, one railroad traffic 
•ad tariff axpert to Iran to work for the Ministry of Feeds end 
Communications. 
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7* Or. Erhard told the Iranian* that h* would make new afforta 
to raaolva the doable taxation lasue which effects Iranian merchants 
established r t Hanburo, He pointed out, however, that these merchants 
have not supplied the Osran (government with su’flelent Information 
to support proposed legislation now be Inc drawn up bv the r-ova w aaa n t 
for Introduction into the Bundestag, 

*• Roth sides e creed to the formation of s six-man committee 
(three Iranians and three Germans) to resolve the For dews I Deport- 
ment store question (see ErabOeep 799, (toy U, 1999), 

9, Following discussion of the points noted above Dr* rrhard 
raised the question of the Abadan-IQtor Musa pipeline* He noted that 
a Oermnn con sort ism had submitted s bid for this contract and 
expressed strong hope that It would be awarded to the Goman c o mp any * 
Iran replied that the pipeline contract had been put out for Inter- 
national bid and that It must abide by the usual practice of 
award Ino the contract to the lowest bidder* Apparently Dr* Erhard 
was quite Insistent on this issue end Iren finally aald that If 
Dorman perfo r ma nc e on other points of agreement was satisfactory, 
especially steel mill financing, than Iran might consider throwing 
out all bids an| coming to a Government -to- 0 ov e r nm a nt agr ee ment on 
the project. As fer as It can be determined negotiation on this 
subject ended on this rather Inconclusive note although CAS reports 
that the Shah, prior to his departure on o state visit to England 
only two days after Dr. Erhard bad arrived In Tehran, pave orders to 
sward the pipeline contract to Germany* 

Embassy Comnantt 

The development of events In tree following the July 14th coup 
d'e tat raised Iranian fears that the flew of oil from Its loading 
facilities on the Shatt-el-Arab might be Interrupted and caused Iran 
hastily to devise a plan to build a pipeline system from Abadan to 
Khor Muss on the channel to Render "tosher. International bids were 
solicited from 1$ firms and 10, including one from a German consortium 
ware received* The filOC, which has prime responsibility far planning 
the project apparently has had second thoughts on the subject and la 
new thinking along the lines of pipelines tdilch would curry only 
residual fuel all and dlaaal oil— « project much sealed down from 
the all purpose pipeline complex originally contemplated. This 
project la the subject of a separate despatch now being prepared by 
the Embassy* 
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While oermen rtipooM to Iranian requests for economic asatataneo 
la In Itaalf significant. It struck the Embassy that none of these 
Issues seen of sufficient importance to have required Dr, Erhard* a 
presence In Iran, Plnanclno of the steal mill was Iran's moat 
Important recuest and Dr, Erhard* a response, which could have east lp 
been made from Bom, Indicates that Implementation of the project 
tersely turns on financing and construction details to be worked out 
between Demeg-Krttpp and the Plan Organisation, The fact that Dr, 
Erhard left Germany at a time when Internal and asternal events, 
which bear directly on Ms future, wer? developing rapidly suspects 
that his mission was of store Importance than meets the eye. It might 
also be noted that Dr, Erhard passed up two recent occasions to 
visit Iran when the steel mill and pipeline Issues were not mneh teas 
advanced than they are at present. In view of Dr, Erhard's unaspactad 
Initiative la referring to Iran's Abedan-Khor Maas pipeline plana and 
tits laststenea that Germany be awarded the contract for Its con- 
structloa. It occurs to the Embussy that Dr, Erhard's primary mission 
was to gain Gsrmaa entree Into the Middle East ell picture. In Iran, 
thn Embassy la enable to fudge whether this eatre weald lacluda 
Iraalan oil eaucaasleua but It la evident that tbs pipeline contract 
Itself would cuts 11 Germany advancing credit In the order of 2I|0 
million DM, 
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Regard lee* of German Intentions vIm«v!s Iran's oil It la eloar 
from the results of Dr, Erhard's mission that German economic policy 
toward Iran has taken a radical tarn. Participation In the stool mill 
and pipeline projects Implies German Government willingness to pro- 
vide or make possible, through guarantees, mobilisation of venture 
capital la the order of 8200«allllon for Investment In Iran over the 
neat four to five years, Ihls la In marked contrast to the attitude 
assumed by Or, ADENAUER during hla Iranian visit In Tfereh 1957, when 
ha dodged all questions of financial aid ( see Embdesp *99, April 9, 
1957), 



By* 



i, R, 

First Secretary of Embussy 



FOR THE AMBASSADOR* 



A 




Jack C, Mlklos 



Second Secretary of Embassy 



Enclosure* 

Paraphrase text of German-1 ran I an Economic Protocol of 'lav 1, 1959 
Copies tot Ameoasulatea Isfahan, flhorramshahr, Mashed, TSbrls 
Amenbe sales Bonn, London 
Contributor* Herbert He 11 pern, MVT’/i 
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I. Dr. Erhard, on behalf of the Government of the German Federal 
Republic. has reached reneral agreement (with the Government of Iran) 
with regard to the extension of facilities required to obtain credit 
far the plana, construction and projects related to a ateel mill for 
Iran. General agreement was also reached with repard to the Invent- 
■ant of German Industrial capital. Details of this agreement are to 
be worked out at c later date. 



2. The Osman Federal Republic sprees to extend credit facilities 
for the purchase of 100 motor boats and 20 tog boats for the Iranian 
Ministry of Customs and lonopoltes. 

3. Tho Oerrnn Minister of Economics agrees to send to Iran a 
first class transportation expert. 

4. the German Federal republic will put at the disposition of 
the Government of Iran he sun of one million HI for the creation of 
a professional ( technics 1) school. It Is also ready to train experts 
for the (Iranian) Institute of Geology. 

5. with regard to the economic development of the Kerman area 
the two parties arree to the continuation of the prospecting and 
study work of the German group. 

6. Dr. Erhard assures the Government of Iran that with regard 
to financial problems (double taxation) being encountered by Iranian 
merchant a eatabllshed at Hamburg the German Government will taka tha 
required meeaures to deflat ttvaly resolve the problem. 

7. The two parties agree to aeek a friendly and equitable 
aalmtfon to the Fer dowel Department Store question. 






END OF ENCLOSURE OC 
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